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INVESTMENT OF INSURANCE FUNDS 


TUESDAY, FEBRUARY 2, 1960 


Hovust or REPRESENTATIVES, 
CoMMITTEE ON VETERANS’ AFFAIRS, 
Washington, D.C. 

The committee met at 10:15 a.m., pursuant to notice, in room 356, 
Old House Office Building, Hon. Olin E. Teague (chairman) presiding. 

The CuatrMan. The committee will come to order. 

We are meeting this morning to consider the bill H.R. 9378, which 
seeks to amend pertinent sections of title 38, United States Code, to 
provide for the investment of the national service life insurance fund 
and the U.S. Government life insurance fund in obligations bearing 
current rates of interest. 

Without objection I will insert at this point in the record the text 
of the bill, together with a letter I have received from the Adminis- 
trator of Veterans’ Affairs, dated January 14, 1960, which includes 
considerable statistics on these trust funds, as well as the reports 
from the Veterans’ Administration, the Bureau of the Budget, and 
the Treasury Department on this proposal. _I would also like to in- 
clude at this point the minutes of the meeting of the Treasury Depart- 
ment Committee on Investment Policy, dated January 13, 1960, and 
also a memorandum on the use of the OASI trust fund. Both of these 
were submitted to all members of the committee prior to this meeting. 

(The documents referred to are as follows:) 


VETERANS’ ADMINISTRATION, 
OFrFicE oF THE ADMINISTRATOR OF VETERANS’ AFFAIRS, 
Washington, D.C., January 29, 1960. 

Hon. Ourn E. 
Chairman, Committee on Veterans’ Affairs 
House of Representatives, Washington, D.C. 

Dear Mr. Treacue: The following comments are submitted in 
repens to your request for a report on H.R. 9378, 86th Congress. 

he bill proposes to amend sections 720(b) and 755(b) of title 38 

United States Code, to revise the method of investing the national 
service life insurance (NSLI) and U.S. Government life insurance 
(USGLI) trust funds. If enacted, the bill would— 

(1) Continue the present authority in the Administrator to set 
aside out of the NSLI and USGLI funds such reserve amounts 
as may be required under accepted actuarial principles to meet 
all liabilities under the insurance. 

(2) Transfer from the Secretary of the Treasury to the Admin- 
istrator the authority to invest and reinvest the USGLI and NSLI 
funds in interest-bearing obligations of the United States. The 
NSLI fund may also be invested in obligations guaranteed as to 
principal and interest by the United States, and in the case of 
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the USGLI fund bonds of the Federal farm-loan banks may be 
urchased. Such obligations may be sold by the Administrator 
or the purposes of the funds. 

(3) Require the Secretary of the Treasury, upon request of the 
Administrator, to issue to the Administrator interest-bearing obli- 
gations of the United States in the amounts and having the 
maturities requested by the Administrator. 

(4) Require such interest-bearing obligations of the United 
States to bear annual interest from the date of acquisition at 
the higher of the following rates: (A) 3 percent on NSLI and 
3% percent on USGLI, or (B) the rate of interest borne by 
interest-bearing obligations of the United States most recently 

‘issued before such acquisition which form a part of the public 
debt and which had, as of the date of their issue, a comparable 
maturity. 

(5) Permit assets of the NSLI fund to be invested in obliga- 
tions guaranteed as to principal and interest by the United States 
only if the interest payable thereon is equal to or greater than 
the higher of the rates specified in (4), above. 

(6) Permit assets of the USGLI fund to be invested in bonds 
of Federal farm-loan banks only if the interest payable thereon 
is equal to or greater than the higher of the rates specified in 
(4), above. 

(7) Extend the purposes for which securities may be issued 
under the Second Liberty Bond Act to include the issue of obli- 
gations to the Administrator. 

Section 1 of the bill authorizes the Administrator to set aside out 
of the NSLI fund “such reserve amounts as may be required under 
accepted actuarial principles to meet all liabilities’? under the insur- 
ance (not just current payments) and to invest the “remainder”’ of 
such fund. The reserves on the insurance constitute over 90 percent 
of the assets of the fund and therefore must be invested to earn 
interest. Hence, it is assumed that the limiting of the investment 
—— to the remainder of the fund is clearly an oversight and not 
intended. 

The bill would transfer from the Secretary of the Treasury to 
the Administrator the responsibility of investing the two insurance 
trust funds. Since the establishment of the funds the Secretary of 
the Treasury, as the fiscal officer of the Government, has been vested 
with this responsibility and his Department has trained personnel who 
are experts in monetary matters. The Veterans’ Administration 
does not, of course, have such personnel. It is not believed that there 
is any necessity for or that any advantage would be gained by such a 
duplication of the investment functions of the Treasury. 

ou will recall my letter to you of January 14, 1960, in which I 
outlined the history of the investment policy regarding the two 
insurance trust funds and the factors considered in arriving at the 
fixed interest rates on the security holdings in each fund, as well as 
the effect on the funds if the going rate of interest had been paid over 
the past years. I am enclosing a copy of that letter (Committee 
Print No. 155) and believe it would be appropriate to consider it as a 
part of this report on the pending legislation. 

It is my understanding that you have recently had a discussion of 
this subject with representatives of the Tréasury Department and 
have been furnished details of a new formula for fixing interest rates 
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on the special obligations issued to the insurance trust funds. This 
formula resulted from a recent recommendation of the Department’s 
Committee on Investment 

In essence, the new Treasury formula provides a uniform conversion 
over a 15-year period of the existing 3- and 3}4-percent securities to 
investments yielding one-half of 1 percent less than the market yields 
at the time of conversion. Under no circumstances will interest rates 
on securities be less than 3 percent for the NSLI fund or 3} percent 
for the USGLI fund. This will produce an interest rate rising 
uniformly from the present 3- and 3}4-percent. levels to approximately 
4¥, percent (or higher if the present ceiling of 4% percent on Govern- 
ment bonds is removed) in 15 years if present market yields continue. 
Tables are enclosed showing the additional interest cost of the Treas- 

formula for the next 10 years. 
.R. 9378 would give the trust funds more income than the men- 
tioned formula. It would maintain the 3- and 3}4-percent ‘floor’ and 
arantee the funds the increased rate when interest rates are higher. 
he Treasury formula, in a balancing of the equities, gives the funds 
the same interest floor as the bill and at the same time allows them 
to participate in higher rates of interest. In view of the substantial 
interest subsidies received by the trust funds in the past years and 
the desirability of maintaining a guaranteed rate of income, it is 
believed that the current Treasury approach is fair and equitable. 

The rate of interest being paid by the Treasury on recent new 
investments is about 5 percent. If we assume that such rate of inter- 
est would be paid on the entire amount of the NSLI and USGLI trust 
fund investments the additional cost of the bill to the Government 
would be about $130 million a year. 

After careful consideration of all factors involved, I believe that the 
Treasury formula should be followed in lieu of the proposal contained 
in H.R. 9378. 

Advice has been received from the Bureau of the Budget that there 
would be no objection to the submission of this report to the committee. 

Sincerely yours, 
Sumner G. WHITTIER, 
Administrator. 


U.S. Government life insurance, an Sepenpenapt security portfolio, fiscal years 
961-71 


(Based on new Treasury formula for investment of funds] 
{In millions] 


Invested beginning of Interest earned during 
fiscal year 


Redeemed fiscal year Additional 

during interest 
year fiscal yiel cost of new 

At3% At4\ Total year At3% At4y Total formula 

percent percent | percent 
cent 

$34.0 $4.6 $38.6 3. 575 $0.9 
EP 31.5 6.8 38.3 3. 614 1.2 
eal 29.0 9.1 38.1 3. 654 1.7 
ERE, 26.5 11.3 37.8 3, 605 2.2 
iebbne 24.0 13.5 37.5 3. 738 2.6 
Mesos 21.5 15.7 37.2 3. 782 3.1 
be. 19.0 17.9 36.9 3, 828 3.6 
“sacle 16.5 20.1 36.6 3. 876 4.1 
a? 14.0 22.2 36.2 3.926 4.6 
ae 11.5 24.4 35.9 3. 977 5.2 


’ Prepared January 1960 by Office of Chief Actuary, Veterans’ Administration. 
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National service life insurance, ~— oan security portfolio, fiscal years 


[Based on new Treasury formula for investment of funds) 
[In millions] 


“yield 

Per 
1961..... $5, 226 $542 $5, 768 $100 $23 $178 3.113 $6.5 
1962... 4, 853 993 5, 846 100 144 42 186 3. 209 12.3 
1963____ . 4, 480 1, 452 5, 932 100 133 62 195 3, 315 19.1 
1964_. 4, 106 1, 921 6, 027 100 122 82 204 3, 413 25.8 
1965..._. 3, 733 2, 398 6, 131 100 110 102 212 3. 486 31.5 
1966... . 3, 360 2, 883 6, 243 100 99 222 3. 585 39.0 
1967...__ 2, 3, 379 6, 365 100 88 144 232 3. 674 46.5 
1968... - 2, 613 3, 884 6, 497 100 7 165 242 3.754 54.0 
1969_____ 2, 4, 399 6. 639 100 66 187 253 3. 840 62.3 
1970_.... 1, 866 4, 926 6, 792 100 54 209 263 3. 901 69.6 


Prepared January 1960 by Office of Chief Actuary, Veterans’ Administration, 


Executive Orricr or THE PRESIDENT, 
BurEAvU OF THE BupGet, 


Washington, D.C., February 1, 1960. 
Hon. Our E. 


Chairman, Veterans’ Affairs Committee, 
House of Representatives, 
Washington, D.C. 


My Dear Mr. Cuarrman: This is in reply to your request for a 
report on H.R. 9378, a bill to amend sections 720 and 755 of title 38, 
United States Code, to provide for the investment of the national 
service life insurance fund and the U.S. Government life insurance 
fund in obligations bearing current rates of interest, and for other 

oses. 
, or many years the national service life insurance and U.S. Govern- 
ment life insurance funds have been invested by the Treasury Depart- 
ment in special obligations on which a fixed interest rate of 3 and 3}4 
Saye per annum, respectively, was set by administrative action. 

-R. 9378 would change this investment, procedure by authorizing 
the Administrator of Veterans’ Affairs to invest the funds in public 
debt issues whenever the interest rate on such issues at the date 
nearest to acquisition exceeds 3 percent in the case of the national 
service life insurance fund and 3}4 percent in the case of U.S. Govern- 
ment life insurance. It would also retain the 3 and 3% percent rates 
as a guaranteed minimum rate of return to the funds. Tn summary, 
therefore, H.R. 9378 provides a flexible investment policy only when 
the going rate exceeds the specified minimum or floor. 

Interest rates on these funds need to be considered in the light of 
the general policy applicable to other major governmental trust funds 
which, fader with the veterans’ life insurance funds, have over $43 
billion invested in special Treasury issues. This administration 
favors a policy of flexible interest rates and has proposed it for the 
Federal old-age and survivors insurance, the Federal disability insur- 
ance and the civil service retirement and disability trust funds. 


ae 2 Invested beginning of Interest earned during 
fiscal year Redeemed fiscal year Additional 
4 


ears 
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Enactment of this flexible standard (the average yield on marketable 
Treasury issues with maturities of 3 or more years) for the social 
security trust funds was recommended to the Congress by the Depart- 
ments of the Treasury and Health, Education, and Welfare last 
August. Last November a similar proposal for the civil service fund 
was transmitted to Congress by the Civil Service Commission and the 
Bureau of the Budget, and the Congress was advised that the proposal 
was in accord with the program of the President; its enactment was 
also recommended in the President’s 1961 budget message. 

The Bureau of the Budget believes that the flexible standard has 
considerable merit and equity from the standpoint of both the vet- 
erans’ trust funds and the general taxpayer. However, the policy set 
forth in H.R. 9378 differs significantly from the administration’s 
recommended flexible rate standard masmuch as it also includes. a 
floor on the rate of return. The bill would therefore give the veterans’ 
funds all the advantages of risk investment with none of the disad- 
vantages. Furthermore, these funds are in excellent financial con- 
dition, more than able to finance the benefits provided, and for this 
reason any subsidy that might be provided at the expense of the 
general taxpayer by the floor provision of the bill is not needed to 
assure the fiscal soundness of the funds. 

In this connection it is relevant to note that these funds have 
received the benefit of substantial subsidies over the years. Con- 
trary to the practice with most other Federal trust funds, all adminis- 
trative costs have been paid by the Government since the inception 
of the programs. Further, a total of over $700 million has been paid 
to the funds in interest, over and above what would have been paid if 
a flexible standard had been in effect. 

We also note that the bill includes a provision which would shift 
responsibility for investment of the funds from the Secretary of the 
Treasury to the Administrator of Veterans’ Affairs. Such a transfer 
would be contrary to sound principles of public debt management and 
organization. 

inally, the Bureau of the Budget points out that a flexible interest 
rate policy for these funds can be established by administrative 
action. Because legislation is not needed in order to bring the 
interest policy applicable to the veterans’ trust funds in line with that 
supported by the administration for other trust funds, and because of 
its objection to the provisions of the proposed bill specified above 
the Bureau of the Budget is strongly opposed to HR. 9378 and 
recommends against its enactment. 

Sincerely yours, 
Eimer B. Sraats, 

Acting Director. 


Orrice oF THE SECRETARY OF THE TREASURY, 
Washington, February 2, 1960. 

Hon. E. 

Chairman, Committee on Veterans’ Affairs, 

House of Representatives, Washington, D.C. 

My Dzar Mr. Cuarrman: Reference is made to your request for 
the views of this Department on: H.R. 9378, to amend sections 720 
and 755 of title 38, United States Code, to provide for the investment 
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of the national service life insurance fund and the U.S. Government 
life insurance fund in obligations bearing current rates of interest, and 
for other purposes. 

The purpose of the bill is to place interest rates on investments of 
the veterans life insurance funds in special public debt obligations 
more in line with current rates on Treasury marketable obligations, 
During the past year the Treasury has been moving in the direction 
of reappraising interest rates on special public debt obligations issued 
to the major Government trust funds. Interest rates on special issues 
to several of the major funds are based upon statutory specifications, 
In the case of the veterans life insurance funds there are no special 
provisions of law prescribing interest rates on Treasury obligations 
issued to these funds. The Secretary of the Treasury fixes the in- 
terest rates under his broad authority to issue public debt obligations, 
The rates now in effect were fixed many years ago at 334 percent for 
the Government life insurance fund and 3 percent for the national 
service life insurance fund. These are the same rates provided in the 
law for establishing the actuarial bases of the funds. 

The board of trustees of the Federal old-age and survivors insurance 
trust fund and the Federal disability insurance trust fund (the Secre- 
tary of the Treasury, managing trustee; the Secretary of Health, 
Education, and Welfare; and the Secretary of Labor) recommended 
last summer that the present statutory formula for fixing interest 
rates on special obligations issued to these funds be changed to a 
formula based upon current market yields rather than coupon rates, 
as recommended by the Advisory Council on Social SecurityFinancing. 
The board of trustees proposed that the interest rate on special Treas- 
ury obligations issued to the trust funds be equal to the average of 
market yields on outstanding Treasury marketable issues not due or 
callable until after the expiration of 3 years from the end of the month 
prior to the issuance of the special obligations. A bill to give effect 
to this recommendation is currently pending before the House Com- 
mittee on Ways and Means. In anticipation of congressional approval 
of this recommendation, the special obligations held by the old-age 
and the disability insurance trust funds were replaced last June with 
special issues having equal maturities distributed over a period from 
1 to 15 years. 

The Senate report on the Independent Offices Appropriation Act 
for 1959 requested the Civil Service Commission and the Budget 
Bureau to submit recommendations to the Legislative and Appropria- 
tions Committee of the House and Senate for knepltig the civil service 
retirement fund current and for providing on a sound basis for the 
future liabilities of that fund. The report submitted by the Chairman 
of the Civil Service Commission eg the Director of the Bureau of 
the Budget contains a recommendation that the interest rate on special 
Treasury obligations issued to this fund be based upon a formula 
similar to that recommended for the old-age and disability insurance 
funds. In anticipation of congressional approval of this recommenda- 
tion, the special issues held by the civil service retirement fund have 
been replaced with special issues having equal maturities ranging 
over a period of 1 to 15 years. 

Consideration is also being given to recommending a change in the 
statutory provision which fixed an interest rate of 3 percent on special 
issues acquired by the railroad retirement account. 
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With regard to the veterans life insurance funds, the law places full 
responsibility in the Secretary of the Treasury for the investment of 
such funds. The Treasury Department Committee on Investment. 
Policy for Trust Funds has recommended, and the Secretary of the 
Treasury has approved, the adoption of a formula for fixing interest 
rates on the special obligations issued to these funds based upon cur- 
rent market yields. The transition to the new interest rates will 
follow the pattern adopted for the Federal old-age and survivors 
insurance trust fund, the Federal disability insurance trust fund, and 
the civil service retirement fund. 

The Treasury is prepared to place the formula that has been ap- 
proved in effect immediately, but we are holding our action in aber 
ance until the committee has had an opportunity to consider the 
matter. Under the formula, the special shlaedions will bear interest 
at a rate of one-half of 1 percent lower than a rate equal to the average 
market yield computed as of the end of the calendar month next pre- 
ceding the date of issue borne by all marketable interest-bearing 
obligations of the United States then forming a part of the public debt 
that are not due or callable until after the expiration of 3 years from 
the end of such calendar month rounded to the nearest one-eighth of 
1 percent, provided, however, that the x i obligations issued to 
the Government life insurance fund shall be at rates not less than 334 

ercent and obligations issued to the national service life insurance 
und shall be at rates not less than 3 percent. However, unless the 
Congress removes the 4% percent interest ceiling on Treasury bonds, 
it will not be possible to use rates in excess of 4% percent on the 
special obligations having maturities beyond 5 years. If the formula 
were now in effect, the interest rate on current special issue invest- 
ments would be 4% percent. ; 

In view of the historic basis used for establishing rates of interest 
of 334 and 3 percent on special obligations issued to these two funds, 
which takes into consideration the rates established by the Congress 
for fixing premiums and for use in other calculations in connection 
with sane insurance, these present rates will be considered as a floor 
for the rates on such special obligations, to protect the funds against 
any subsequent drop in market yields below these rates. In con- 
sideration of this guarantee against such contingency, the rates based 
upon current aoe yields will be reduced by one-half of 1 percent. 
This formula will provide a substantial improvement in rates for 
current investments in these two funds. If current market rates 
continue at levels in excess of 3 or 3% percent, the earnings of the 
funds will increase from year to year during a long future period. 

The transition to the new formula will be made gradually. The 
maturity distribution of the special obligations held in the funds will 
be rearranged in accordance with the needs of the funds and the prin- 
ciples of sound and equitable trust fund management. This objective 
will be sitiecepiabied by rearranging investments of the special issues 


presently held with securities having equal maturities, ranging over a 
period of from 1 to 15 years. This will res: lt in an average maturity 
of about 7% years for investments in these funds, compared to an 
average maturity of about 20 years for bond investments held by 
American life insurance companies. 

At the end of each year ——o- with the fiscal year 1960 the 
amount of special issues maturing wi 


be refunded with new special 


ent 
and 
of 
ons 
ns, 
10n 
1ed 
ues 
ns, 
ial 
ons 
in- 
ns, 
for 
nal 
he 
ice 
re- 
th, 
ed 
of 
or 
n- 
al 
m 
t 
4 


786 


issues so arranged as to maintain approximate equal maturities of 
the funds from 1 to 15 years. The new securities will carry rates of 
interest based upon the new formula, subject to a maximum of 4¥ 
percent for issues with maturities beyond 5 years, so long as the 
present interest rate ceiling is in effect. Current receipts not needed 
for current payments will be invested in special issues maturing on 
June 30 of each year. Whenever it is necessary to redeem securities 
to cover current benefit or other payments from the funds, this will 
be accomplished by redeeming obligations of earliest maturity be- 
ginning with those arise the lowest rate of interest. 

In view of the changes that the Treasury proposes to make in the 
investment practices related to the veterans life insurance funds, it 
appears that the purposes sought to be accomplished by H.R. 9378 
are not necessary. Accordingly, the Treasury Department recom- 
mends against its enactment. 

The Department has been advised by the Bureau of the Budget 
that there is no objection to the submission of this report to your 
committee. 


Very truly yours, 


INVESTMENT OF INSURANCE FUNDS 


B. Bartrp, 
Acting Secretary of the Treasury. 


JANUARY 14, 1960. 
Hon. BE. Txacus, 
Chairman, Committee on Veterans’ Affairs, 
House of Representatives, 
Washington, D.C. 

Dear Mr. Tsacus: Your understanding as to the manner of 
handling insurance premiums and the life insurance trust funds is 
correct. 

The investment holdings of the insurance trust funds as of December 


31, 1959, are as follows: 


Type of security Interest Date of 
rate maturity invested 
NSLI TRUST FUND Percent 
3 | June 30, 1963 | 1, 297, 544,000 
3 | June 30, 1964 689, 229, 000 


U.S. Treasury certificates of indebtedness._...................- 374) June 30, 1960 | 1, 100, 235,000 


The annual rate of return (earned interest rate from all sources) 
on the investment of the USGLI fund since the inception of the fund 
is set forth in a table attached to this letter. The annual rate of 
return on the NSLI fund since its inception is 3 percent on funds 
invested by the Treasury. 

Prior to 1947, the Treasury Department bought and sold eligible 
securities for the account of the USGLI trust fund in the open market. 
In the years 1944-46, the Treasury after consultation with the VA, 
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sold all of this fund’s bondholdings and realized a capital gain of some 
$40 million. From then until the present, the investments of this 
fund have been in special Treasury certificates of indebtedness (non- 
marketable) bearing 3% percent interest. The reasons for this chan 
in investment policy were the same as those given for investing the 
NSLI funds in special certificates. 

Since inception, investments of the NSLI trust fund have been made 
in special nonmarketable obligations bearing 3 percent interest. The 
reasons for the establishment of the 3-percent rate were set forth in 
the following two paragraphs excerpted from a letter to the President 
under date of February 1, 1941, fren the then Acting Secretary of 
the Treasury: 

For many years outstanding bonds and notes of the United States have been 
selling in the market at substantial premiums and at the present time are yielding 
investors from one-eighth to a maximum of approximately 24 percent, depending 
upon maturity. Consequently, the Treasury has difficulty in making satisfactory 
investments for statutory trust accounts through market purchases. Also as 
the volume of moneys available to this and other funds increase the investment 
of such moneys in the market has a tendency to enhance the demand for Gov- 
ernment securities and acts to increase the premiums which must be paid therefor 
with a resultant decrease in the investment yields. 


The National Service Life Insurance Act provides that the premium rates for 
insurance shall be the net rates based upon the “American Experience Table of 
Mortality” and interest at the rate of 3 percent per annum, and that all cash, 
loan, paid up, and extended values, and all other calculations in connection with 
such insurance, shall be based upon the “‘American Experience Table of Mor- 


tality’ and interest at the rate of 3 percent per annum. It is further provided 
that the United States shall bear the excess mortality cost and the cost of waiver 


of premiums on account of total disability traceable to the extra hazard of military 


or naval service, as such hazard may be determined by the Administrator of 
Veterans’ Affairs. In view of this situation it seems advisable to have the in- 


vestments of the national service life insurance fund made in special series of 
certificates of indebtedness and Treasury notes bearing interest at the rate of 3 
rcent per annum, payable on June 30 of each year or on prior redemption. 


This rate will correspond to the rate fixed by the statute for reserve purposes, 

After your letter was received, your staff nengeenbant by phone that 
there be included in my reply a table showing the effect on the funds 
if the going rate of interest had been paid over the past 10 years. 
Such a table is attached for the years 1941-60 in the case of the NSLI 
fund and 1945-60 in the case of the USGLI fund. It can be seen from 
this comparison that the financial advantage to date is clearly on the 
side of the trust funds. : 

There is no statutory provision to prohibit the two trust funds 
re a higher rate of interest than those specified in sections 702 
and 743. 

You ask whether the VA during my term as Administrator has 
made any effort to adjust interest rates. The answer is ‘‘Yes.”’ 
Not only does VA have its own actuaries, it calls upon an advisory 
board of the top actuaries in America from private industry. That 
board, at their last meeting (last November), suggested that the VA 
attempt to secure a more favorable and realistic rate of return on its 
investment. Since then, VA officials have been working on various 
proposals, considering which would be the best course of action. I 
am sure you can appreciate this is a very complex matter involving 
a number of factors, not the least of which is consultation with other 
Federal departments. 
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It is —— to weigh all factors to insure that the veterans’ 
savings will not in any way be endangered. 
Just as quickly as a final decision is reached, we will be glad to 
notify you or to discuss it with you or your committee staff. 
Sincerely, 


Sumner G. Warrrier, Administrator. 


U.S. Government life insurance trust fund—Earned interest rate for years indicated 
[In percent] 


Calendar year: Calendar year—Continued 
1940 


USGLI trust fund—Comparison of interest earnings 


3% actual rate versus rate on proposed social security and other trust fund basis; 
namely, (1) average rate each year equals average yield on outstanding market- 
able securities not due or callable until after expiration of 3 years, rounded to 
the nearest % of 1 percent 


Rate pea 
on GSLGI 
fun 


d 
(percent) 


AWK 
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rate 
Average Excess of 
Average amount of Actual Interest actual 
market U8GLI interest on market interest 
ee Year yield funds paid (in yield over interest 
eel 3. (percent) invested millions) basis (in at market 
(in billions) millions) yield (in 
tmaillions) 
1% 
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NSLI trust fund—Comparison of interest earnings 


3 ent actual rate versus rate on proposed social security and other trust fund 

asis; namely, (1) Average rate each year equals average yield on outstanding 
marketable securities not due or callable until after expiration of 3 years, 
rounded to the nearest % of 1 percent 


Average 
market on NSLI amount of Actual in- market terest over 
Year yield fund NSLI funds | terest A wees ield basis interest at 
(percen (in millions) 
1 3 $0. 01 $0.3 $0. 2 $0. 1 
1 3 . 08 2.4 1.1 1.3 
1 3 4 12.0 7.0 5.0 
1 3 1.3 39.0 22.8 16.2 
1% 3 2.8 84.0 52.5 31.5 
1 3 48 144.0 78.0 66.0 
1 3 6.2 186.0 100. 8 85.2 
1 3 6.8 204. 0 119.0 85.0 
2 3 7.4 222.0 148.0 74.0 
2 3 6.5 195, 0 130.0 65.0 
2 3 5.3 159.0 106.0 53.0 
3 5.2 156. 0 123.5 32.5 
2 3 5.2 156.0 123.5 32.5 
2 3 5.2 156.0 149.5 6.5 
2 3 5.3 159.0 112.6 46.4 
3 5.4 162.0 148. 5 13.5 
2 3 5.5 165.0 158.1 6.9 
3? 3 5.6 168. 0 217.0 —49.0 
3 5.7 171.0 156. 8 14.2 
4 3 5.7 171.0 249.4 —78.4 
Total z od 2,711.7 2, 204. 3 507.4 


[H.R. 9378, 86th Cong., 2d Sess.] 


A'BILL to amend sections 720 and 755 of title 38, United States Code, to provide for the investment of the 
National Service Life Insurance Fund and the United States Government Life Insurance Fund in obliga- 
tions bearing current rates of interest, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That section 720(b) of title 38, United States 
Code, is amended to read as follows: 

““(b) The Administrator is authorized to set aside out of such fund such re- 
serve amounts as may be required under accepted actuarial brie cay to meet 
all liabilities under such insurance. The remainer of such fund shall be invested 
and reinvested by the Administrator in interest-bearing obligations of the United 
States, or in obligations guaranteed as to principal and interest by the United 
States, having such maturities as the Administrator shall determine with due 
regard for the needs of the fund. The Administrator may sell such obligations 
for the purposes of the fund. The Secretary of the Treasury, upon request by 
the Administrator, shall issue to him interest-bearing obligations of the United 
States in the amounts and having the maturities requested wy the Administrator. 
The purposes for which securities may be issued under the Second Liberty Bond 
Act are extended to include the issue of obligations to the Administrator under 
this section. Each such obligation of the United States shall bear interest from 
the date of its acquisition by the Administrator at whichever is the higher rate, 
(1) 3 per centum per annum, or (2) the rate of interest borne by the interest-bearing 
obligations of the United States most recently issued before such acquisition which 
form a part of the Public Debt and which had, as of the date of their issue, a com- 
parable maturity. Assets of the fund may not be invested or reinvested in obliga- 
tions guarariteed as to principal and interest by the United States unless interest 
is payable on such obligations from the date of their acquisition at a rate equal 
to or greater than the higher of the rates of interest specified in clauses (1) and 
(2) of the preceding sentence.” 
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: See: 2. Section 755(b) of title 38, United States Code, is amended to read as 
ollows: 

“(b) The Administrator is authorized to set aside out of the funds so collected 
such reserve funds as may be required, under accepted actuarial principles, to 
meet all liabilities under such insuranee. The Administrator shall invest and 
reinvest the United States Government Life Insurance Fund, or any part’ thereof, 
in bonds of the Federal farm-loan banks or in interest-bearing obligations of the 
United States which have such maturities as the Administrator shall determine 
with due regard for the needs of the fund. The Administrator may sell such 
bonds or obligations for the purposes of the fund. The Secretary of the Treasury, 
upon request of the Administrator, shall issue to him interest-bearing obligations 
of the United States in the amounts and having the maturities requested by the 
Administrator. The purposes for which securities may be issued under the 
Second Liberty Bond Act are extended to include the issue of obligations to the 
Administrator under this section. Each such obligation shall bear interest from 
the date of its acquisition by the Administrator at whiehever is the higher rate, 
(1) 3% per centum per annum, or (2) the rate of interest borne by the interest- 
bearing obligations of the United States most recently issued before such acquisi- 
tion which form a part of the public debt and which had, as of the date of their 
issue, a comparable maturity. Assets of the fund may not be invested or re- 
invested in bonds of Federal farm-loan banks at any time unless the interest is 
payable on such bonds from their date of acquisition at a rate equal to or greater 


than the higher of the rates of interest specified in clauses (1) and (2) of the pre- 
ceding sentence.” 


MinvutTEs oF MEETING OF THE TREASURY DEPARTMENT COMMITTEE ON 
INVESTMENT Poticy January 13, 1960 


The Treasury Department Committee on Investment Policy for Trust Funds, 
met in the office of the Under Secretary for Monetary Affairs January 13, 1960. 
The Under Secretary, Mr. Baird, presided as chairman of the meeting and Mr. 
William T. Heffelfinger, Fiscal Assistant Secretary, acted as secretary. Mr. 
Robert P. Mayo, Assistant to the Secretary, was invited to sit with the committee. 

Mr. Baird stated that in line with the committee’s practite of reviewing the 
investment policies governing the trust funds administered by the Treasury, 
the purpose of the meeting was to consider the veterans’ insurance funds. r. 
Baird pointed out that the Treasury should follow insofar as possible a consistent 
investment policy with respect to all of its trust-fund operations. 

Mr. Baird called attention to the fact that the committee, in its meeting of 
June 29, 1959, decided to recommend to the Secretary that steps be taken with 
the objective of lengthening the maturities of special issues in the Federal old- 
age and survivors insurance trust fund, and the Federal disability insurance trust 
fund by rearranging investments of the special issues with equal maturities rang- 
ing over a period of from 1 to 15 years, This action was taken in anticipation of 
the approval by Congress of the recommendation by the Board of Trustees (the 
Secretary of the Treasury, the Secretary of Health, De ioection. and Welfare, and 
the Secretary of Labor) that the present statutory formula for fixing interest 
rates on special obligations issued to these funds be changed to a formula based 
upon current market yields rather than coupon rates, as. recommended by the 
Advisory Council on Social Security Financing. A bill. to give effect to this 
seogmpmnandeation is currently pending before the House Committee on Ways and 

eans. 

The independent offices appropriation bill for 1959 contains a provision requiring 
the Civil Service Commission and the Bureau of the Budget to submit recom- 
mendations to the Legislative and Appropriations Committees of the House and 
Senate for keeping the civil service retirement fund current and for providing 
on a sound basis for the future liabilities of the Government to the beneficiaries 
of that fund. The report submitted by the Chairman of the Civil Service Com- 
mission and the Director of the Bureau of the Budget, pursuant to this require- 
ment, contains a recommendation that the interest rate on special Treasury 
obligations issued to this fund be based upon a formula similar to that recom- 
mended for the Federal old-age and survivors insurance trust fund—namely, that 
the rate be equal to the average market yields on outstanding issues not due or 
callable until after the expiration of 3 years from the date of issue of such special 
obligations. In anticipation of congressional approval of this recommendation, 
the special obligations heid by the civil service retirement fund were recently 
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replaced with special issues having equal maturities ranging over a period of from 
to l ears. 

' Mr. Baird stated he had also discussed a few months ago with the members of 
the Railroad Retirement Board the question of apciaesing, the interest rate now 
payable pursuant, to law on the special obligations issued by the Treasury to the 
railroad retirement account. The Commissioners pointed out that the present 
3 percent. statutory rate has been substantially lower than market yields on 
Treasury obligations for some time and they thought some change should be 
made to bring their earnings more in line with the present market rates. As a 
result of these discussions the Treasury has notified the Director of the Bureau 
of the Budget that it would have no objection to a change in the law to base the 
interest rate on special obligations issued to the railroad retirement account on a 
formula similar to that. proposed for the Federal old-age account and the civil 
service retirement fund. The Commissioners were also advised of the Treasury’s 
position in the matter. 

Mr. Baird stated that the principal remaining long-term trust funds, similar 
to the foregoing, which require attention are the two veterans’ insurance funds— 
the Government life insurance fund and the national service life insurance fund, 

The Government life insurance fund was established in connection with life 
insurance policies issued to veterans during World War I. Prior to 1944, the 
Government life insurance fund was invested in marketable Treasury obligations 
and 4% percent special adjusted service bonds. At that time the average interest 
rate on all securities in the Government life insurance fund was 3.61 percent and 
the Administrator of Veterans’ Affairs was concerned with the impact on the 
fund which the reinvestments of $500 million of the 4% percent bonds maturing 
in 1946 at the prevailing 24% percent rate would have on interest earnings. At 
that time the President approved a recommendation of the Secretary of the 
Treasury that the special obligations issued to this fund bear interest at the rate 
of 3% percent. The World War Veterans’ Act specifies that the basis of calculation 
of the reserves and all other values under the Government life insurance policies 
issued to veterans of World War I shall be the American Experience Table of 
Mortality and interest at 34 percent. This provision of law was used as a guide 
for fixing a 3% percent interest rate on the special obligations. 

The special obligations issued to the Government life insurance fund have been 
in the form of 1-year certificates of indebtedness. This fund does not hold any 
marketable Treasury obligations and the total holdings of speeial 3% percent 
certificates, as of December 31, 1959, amount to $1,100,235,000. This fund will 
continue at somewhat near its present level for many years in the future before it 
is substantially reduced as its insurance obligations are eventually extinguished. 

The national service life insurance fund was established in 1941 in connection 

with the insurance policies issued to military personnel during World War II. 
For many years prior thereto outstanding bonds and notes of the United States 
were selling in the market at substantial premiums and in February 1941 were 
yielding investors from one-eighth of 1 percent to a maximum of approximately 
2% pereent, depending upon maturity. In view of the fact that the National 
Service Life Insurance Act provides that the premium rates for insurance shall be 
the net rates based upon the American Experience Table of Mortality and interest 
at the rate of 3 percent per annum, the Secretary of the Treasury, with the ap- 
proval of the President, on February 11, 1941, determined to have the investments 
of this fund made in special series of Treasury obligations and bear interest at the 
3 percent. In fixing a 3 percent interest rate, the Secretary of the Treasury 
stated: 
“Tt is therefore proposed to make investments on account of the national service 
life insurance fund in special series of 3 percent certificates of indebtedness.and 
Treasury notes until such time as, in the diseretion of the Secretary of the Treas- 
ury, investments for the fund can be made more advantageously in the interest 
of the Government by the purchase of obligations in the market.or on direct 
subscription to new issues of public debt obligatious.”’ 

The national service life insurance fund is entirely invested in 5-year special 
3 percent Treasury notes. At December 31, 1959, the fund held these notes 
maturing annually from 1960 to 1964 and in an aggregate amount of $5,691,- 
548,000. This fund will also continue for many years in the future. 

Mr. Baird stated that although yields on marketable obligations have been in 
excess of 3 percent in recent years, it would not have been in the interest of the 
Government to invest all its trust funds in marketable obligations. However, to 
the extent possible, there have been substantial market purchases for certain 
accounts, 
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It was the consensus of the committee that no one can determine how long the 
present market yields on Government securities will continue or at what level 
market yields may ultimately adjust to during the foreseeable future. 

In view of the fact that the laws governing these two veterans’ insurance funds 
Ps full responsibility for the investment of such funds in the Secretary of the 

reasury, the committee agreed to recommend the adoption of a formula for 
fixing interest rates on the special obligations issued to these funds based upon 
current market yields rather than coupon rates and that the transition to the new 
_tate follow the pattern adopted in connection with the Federal old-age and 
survivors insurance trust fund and the civil service retirement fund. 

Under the formula recommended, the special obligations would bear interest at 
a rate one+half of 1 percent lower than a rate equal to the average market yield 
computed as of the end of the calendar month next eo, the date of issue, 
borne by all marketable interest-bearing obligations of the United States then 
forming a part of the public debt that are not due or callable until after the expira- 
tion of 3 Years from the end of such calendar month, except that where such 
average market yield is not a multiple of one-eighth of 1 percent, the rate shall be 
the multiple of one-eighth of 1 per centum nearest such average, provided, that 
special obligations issued to the Government life insurance fund shall be at rates 
not less than 3% percent and that obligations issued to the national service life 
insurance fund shall be at rates not less than 3 percent. However, unless the 
Congress removes the 4% percent interest ceiling on Treasury bonds, it will not 
be possible to use rates in excess of 444 percent on the special obligations having 
maturities beyond 5 years. 

The committee recommends, in view of the historic basis used for establishing 
rates of interest on 3% and 3 percent on special obligations issued to these two 
funds, which takes into consideration the rates established by the Congress for 
fixing premiums and for use in other calculations in connection with such insuranee, 
that these present rates be considered as a floor for the rates on such special obliga- 
tions, to protect the funds against any subsequent drop in market yields below 
these rates. In consideration ot this guarantee against such contingency, the rates 
based upon current market yields woula be redueed by one-half of 1 percent. 
This formula will provide a substantial improvement in rates for current invest- 
ments in these two funds. If current market rates continue at levels in excess of 
3 or 3% percent, the earnings of the funds will increase from year to year during a 
long future period. 

he committee recommends that the transition to the new formula should be 
made gradually, and that before the new formula becomes effective the present 
maturity distribution of the special obligations held in the funds be rearranged in 
accordance with the needs of the funds and the principles of sound and equitable 
trust fund management. This objective can be accomplished by rearrangin 
investments of the special issues presently held with securities having equ 
maturities, raging over a period of from | to 15 years. This will result in and 
average maturity of about 74 years for investments in these funds, compared to 
an average maturity of about 20 years for bond investments held by American 
life insurance companies. 

It is also recommended that at the end of each year beginning with the fiscal 
year 1960, the amount of special issues maturing will be fefunded with new 
special issues so arranged as to maintain approximate equal maturities of the 
funds from 1 to 15 years. The new securities would carry rates of interest based 
upon the new formula, subject to a maximum of 4%4 percent so long as the present 
interest rate ceiling is in effect. It is proposed that current receipts not needed 
for current payments be invested in special issues maturing on June 30 of each 
year. Whenever it is necessary to redeem securities to cover current benefit 
or other payments from the funds, this will be accomplished by redeeming 
obligations maturing within the year beginning with those bearing the lowest 
rate of interest. 

There being no further business, the meeting adjourned. 

W. T. Herre rincer, 


Secretary of the Committee. 
B. Baran, 


Chairman. 
LavuRENCcE B. Rossins. 


i Davin A. Linpsay. 
Approved: 
Rosert B. ANDERSON, - 
Secretary of the Treasury. 
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‘ trustee of the Federal old-age and survivors insurance trust fund, to invest that 
portion of the trust fund not needed for eurrent benefit. payments and adminis- 


. the nearest one-eighth of 1 percent, computed as of the end of the month pre- ‘ 
ceding the date of issue, on all outstanding marketable interest-bearing public | 
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MEMORANDUM CONCERNING INTEREST RATES ON INVESTMENTS OF FEDERAL 
aNp Survivors InNsuRANCE Trust Funp 


Under the law it is the duty of the Secretary of the Treasury, as managing 


trative expenses in U.S. securities or in securities guaranteed as to principal and 
interest by the United States. Because for many years only a very small amount 
of guaranteed securities have been issued, the fund’s investments consist entirely 
of direct public debt obligations. 

Obligations may be acquired on original issue or by purchase in the market. 
Also, the law authorizes the Secretary of the Treasury to issue special public 
debt obligations to the fund. The law, as amended in 1956, provides that the 
special issues shall have maturities fixed with due regard for the needs of the fund 
and shall bear interest at a rate equal to the average rate of interest, rounded to 


debt obligations that are not due or callable until after the expiration of 5 years 
from date of original issue. 

Marketable issues acquired by the fund may be sold at any time at their market 

rice. Special issues held by the fund may be sedesmed at par plus accrued 
interest. 

The greater part of the investments of the old-age trust fund, as well as for 
other Government trust funds and investment accounts, are made in special 
public debt obligations. There are important advantages in following this 
practice rather than investing the trust funds entirely through open-market 
purchases of Government obligations, as follows: (1) The Government securities 
market is not disturbed periodically by purchases and’sales of large blocks of 
securities; (2) the trust funds are provided with a ready avenue of investment 
and no attention need be given to short-term fluctuations in market prices, and 
(3) savings can be effected because of the smaller number of securities to admin- 
ister, and commissions to brokers on purchases and sales are eliminated. 

On December 31, 1959, the old-age trust fund held $19,158 million of public 
debt securities, consisting of $15,863 million of special issues and $3,295 million 
of public issues. The interest rate on current special issue investments ‘is 
percent, based on the formula provided in the law. The public issues held by the 
fund bear interest at rates ranging from 2% to 5 percent, with maturities from 
near term out to 1995. 

The 1956 Amendments to the Social Security Act provided for an Advisory 
Couneil on Social Security Financing to be appointed by the Secretary of Health, 
Education, and Welfare. This Council, composed of the Commissioner of Social 
Security and 12 members not connected with the Government, representing labor 
organizations, insurance companies, and the public, in its report transmitted to 
the Congress last January, endorsed the policy in present law which relates the 
interest rate on special obligations to the interest rate on long-term marketable 
obligations. The Council, however, recommended two changes in the law so that 
the rate of return on special issues acquired by the old-age trust fund and the 
disability insurance trust fund be as nearly as possible equal to the rate being 
realized by investors who purchase long-term Government securities in the open 
market. These recommendations were as follows: 

1. The rate on each special obligation should be made equal to the average 
market yield on long-term marketable Federal obligations outstanding when the 
8 obligation is issued, rather than to the average coupon rate of such market- 
able obligations, 

2. The interest rate fixed for a special obligation should be based on the average 
rate of return on all outstanding marketable Federal obligations that will mature 
more than, say, 5 years after the date of the special issue, rather than on all bonds 
that are not due or callable until after 5 years from the date when they were 
originally issued. 

e Advisory Council felt that in adjusting to the proposed new statutory 
formula a gradual and orderly transition over a period of several years would be 
desirable. They recommended, therefore, that before the new formula becomes 
effective the present maturity distribution of the special obligations be reviewed 
and, if need be, adjusted to carry out this broad objective. 

Prior to the time the Advisory Council on Social Security Financing was 
5 he the Treasury had been working on a plan to ultimately spread maturities 

old-age ‘trust fund special issues over a "vies of 20 years. In considering how 

tained on investment practices of life 


best, to carry this out, information was o 
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insurance companies. It was found that the larger companies’ investment hold. 
ings averaged around 20 years to maturity. The trustees then decided we 
shouldn’t extend maturities as far as insurance company holdings and it was 
determined that a spread we tiny period of 1 to 15 years (an average of about 
8 years) would be reasonable. y action of the managing trustee, with con. 
currence of the other trustees, maturities have been rearranged on that basis. 
The Advisory Council’s recommendation as to a change in the interest rate 
formula for special issues was given consideration. The Council had suggested 
two rates, a long-term rate to apply to the major part of the funds and a short- 
term rate to apply to a minor portion to meet current and short-range needs, 
The trustees ' agreed that the short-term needs of the fund should be recognized, 
but for reasons of simplicity, ease of administration, and elimination of the neces- 
sity for arbitrary judgment, they reeommended that there should be one interest 
rate reflecting the short-term as well as the long-term requirements of the fund. 
Recommendations were made in the last annual report of the board, of trustees 
and a draft of bill was sent to the Congress to carry out the récommendations, 


This bill is now pending before the House Ways and Means Committee for 
consideration. 


The proposed bill provides that special obligations issued for purchase by the 
old-age and disability insurance trust funds shall bear interest at a rate equal to 
the average market yield rounded to the nearest one-eighth of 1 percent, com- 
puted as of the end of the calendar month next preceding date of issue, on all 
marketable interest-bearing public debt obligations which are not due or callable 
until after the expiration of 3 years from the end of such calendar month. If this 
formula were now in effect, current special issue investments of the funds would 
carry an interest rate of 4% percent, based on average of market yields as of 


December 31, 1959. 

The CuainMan. Mr. Baird, in order that I may clarify my own 
thinking and perhaps that of the committee, I would like to state to 
you my understanding of what is involved in the proposal which you 
are making on behalf of the Treasury concerning the interest rate on 
the insurance trust funds and would like your statement as to whether 
or not this understanding is correct. 

As I understand it, Mr. Secretary, the proposal of the Treasury— 
and this is the proposal of the administration—is that the national 
service life insurance trust fund and the U.S. Government life insurance 
trust fund, beginning July 1, 1960, be invested over a 15-year period 
in U.S. Government obligations guaranteed as to principal and in- 
terest at the average rate of yield for Government obligations issued 
with a maturity of 3 or more years. 

This would mean, in effect, to use an example, that the national 
service life insurance trust fund of approximately $6 billion would be 
divided into 15 equal installments. Using my example, $400 million 
of that amount would be invested July 1, 1960, in obligations of the 
Treasury with a maturity of 3 or more years and would produce, under 
existing rate, a return of 4.78 percent. 

In order for the funds to have a ‘‘floor’’ under which the return 
could not fall, the “floor” of 3 percent for national service life insurance 
and 3% percent for U.S. Government life insurance. 

-It is your proposal that the yield rate be reduced by one-half of 
1 percent because of the ‘‘floor,’’ which would mean in effect that the 
rate on the $400 million issues would be 4.25 percent. This would 
result in an increase to the fund of approximately $7 million on July 1, 
1961, then an additional $400 million would. be invested and this in 
turn 1 year later would produce $14 million additional, et cetera, until 
the entire $6 billion, in my example, had been invested in obligations 
providing an average yield of market obligations. mo 


1 The board of trustees consists of the Secretary of the Treasury, as managing trustee, dnd the Becre 
tarles of Health, Education, and Welfare, and Labor me 
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I want to stress here that this would be an average yield and not 
the rate which might be set on the particular bond or obligation. In 
other words, we are talking here of yield and not necessarily interest 
rate. However, in redeeming. these obligations, they would be re- 
deemed at par and there would be no discounting on the part of the 
Treasury at the time of their redemption. 

Also, I want to be clear in my own mind that this memorandum 
agreement which you and the Secretary of the Treasury are proposing 
to carry out is on a memorandum basis. It does not require the 
enactment of legislation and presumably, though unlikely, it could be 
changed by a subsequent Secretary of the Treasury. 

The net effect. on the national service life insurance fund on July 1 
would be that the rate of return on the entire fund would be approxi- 
mately 3.1 percent, in contrast to the 3 percent rate prevailing today. 
This would increase one-tenth of 1 percent each year in the example 
used until the entire $6 billion is invested, assuming the present rate 
remains constant. 

Now, Mr. Secretary, does your statement go to that? Do you have 
a prepared statement, or would you care to comment on that? 


STATEMENT OF JULIAN S. BAIRD, UNDER SECRETARY, TREASURY 
DEPARTMENT, ACCOMPANIED BY WILLIAM T. HEFFELFINGER, 


FISCAL ASSISTANT SECRETARY, TREASURY DEPARTMENT 


Mr. Barrp. I have a prepared statement. You asked for a report 
of the Treasury and this letter addressed to you is the report 

The CuatrMan. Very good, sir. 

Mr. Barrp. Which I can read. I might verbally just comment on 
your summary of it. There are two points that I think may not be 
quite clear in the way you expressed it. 

On June 30, 1960, we phe 5 put in a 15-year obligation and each 

ear as the maturity came due we would put in a 15-year obligation. 

he intent being that in the future the investment of these funds 
would be divided in 15 equal installments always so that gradually 
the change in rates as markets go up and down would take place 
with a slowly moving average. 

The other point I would make is that you mentioned the specific 
rate that would go into effect now—I think you said 4% less a half. 
It would be the rate at the time that that was done and when you 
applied the effect of it to future years it would depend on rates in 
each of those years. If rates were higher, the average of all our rates 
from 3 years out, then the rate would be higher for that one-fifteenth 
that was invested. If the rate were lower at that time, the market 
yield, then the rate would be lower. So you cannot predict in advance 
now that it would be $7 million next year. I* might be more than 
$7 million or it might be less. 

The CuarrMan. Right. 

Mr. Barrp (reading): 

Reference is made to your request for the views of this Department on H.R. 
9378, a bill to amend sections 720 and 755 of title 38, United States Code, to pro- 
vide for the investment of the national service life insurance fund and the 
U.S. Government life insurance fund in obligations bearing current rates of in- 
terest, and for other purposes. 
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The purpose of the bill is to place interest rates on investments of the veterans’ 
life insurance funds in special public debt obligations more in line with current 
rates on Treasury marketable obligations. During the past year the Treasu 
has been moving in the direction of reappraising interest rates on special publi¢ 
debt obligations issued to the major Government trust funds. Interest rates on 
special issues to several of the major funds are based upon statutory specifications, 
In the case of the veterans’ life insurance funds there are no special provisions of 
law prescribing interest rates on Treasury obligations issued to these funds. The 
Secretary of the Treasury fixes the interest rates under his broad authority to 
issue public debt obligations. The rates now in effect were fixed many years ago 
at 3" percent for the Government life insurance fund and 3 percent for the national 
service life insurance fund. These are the same rates provided in the law for 
establishing the actuarial basis of the funds. 

The board of trustees of the Federal old-age and survivors insurance trust fund 
and the Federal disability insurance trust fund (the Secretary of the Treasury, 
managing trustee; the Secretary of Health, Education, and Welfare; and the 
Secretary of Labor) recommended last summer that the present statutory formula 
for fixing interest rates on special obligations issued to these funds be changed 
to a formula based upon current market yields rather than coupon rates, as recom- 
mended by the Advisory Council on Social Security Financing. That is an out- 
side body created by statute to advise on the social security fund. The board 
of trustees proposed that the interest rate on special Treasury obligations issued 
to the trust funds be equal to the average of market yields on outstanding Treasury 
marketable issues not due or callable until after the expiration of 3 years from the 
end of the month prior to the issuance of the special obligations. A bill to give 
effect to this recommendation is currently pending before the House Committee 
on Ways and Means. In anticipation of congressional approval of this recom- 
mendation, the special obligations held by the old-age and the disability insurance 
trust funds were replaced last June with special issues having equal maturities 
distributed over a period from 1 to 15 years. 

The Senate report on the Independent Offices Appropriation Act for 1959 
requested the Civil Service Commission and the Budget Bureau to submit recom- 
mendations to the Legislative and Appropriations Committees of the House and 
Senate for keeping the civil service retirement fund current and for providing on 
a sound basis for the future liabilities of that fund. The report submitted by the 
Chairman of the Civil Service Commission and the Director of the Bureau of the 
Budget contains a recommendation that the interest rate on special Treasury 
obligations issued to this fund be based upon a formula similar to that recom- 
mended for the old-age and disability insurance funds. In anticipation of con- 
gressional approval of this recommendation, the special issues held by the civil 
service retirement fund have been replaced with special issues having equal 
maturities ranging over a period of 1 to 15 years. 

Consideration is also being given to recommending a change in the statutory 
provision which fixes an interest rate of 3 percent on special issues acquired by 
the railroad retirement account. 

With regard to the veterans’ life insurance funds the law places full responsi- 
bility in the Secretary of the Treasury for the investment of such funds. The 
Treasury a guherge Committee on Investment Policy for Trust Funds has 
recommended, and the Secretary of the Treasury has approved, the adoption of 
a formula for fixing interest rates on the special obligations issued to these funds 
based upon current market yields. The transition to the new interest rates will 
follow the pattern adopted for the Federal old-age and survivors insurance trust 
at the Federal disability insurance trust fund, and the civil service retirement 

und. 

The Treasury is prepared to place the formula that has been approved in effect 
immediately, but we are holding our action in abeyance until the committee has 
had an opportunity to consider the matter. Under the formula, the special obli- 
gations will bear interest at a rate of one-half of 1 percent lower than a rate equal 
to the average market yield computed as cf the end of the calendar month next 
preceding the date of issue, borne by all marketable ‘interest-bearing obligations 
of the United States then forming a part of the public debt that are not due or 
callable until after the expiration of 3 years from the end of such calendar month 
rounded to the nearest one-eighth of 1 percent, provided, however, that the 
special obligations issued to the Government life insurance fund shall be at rates 
not less than 34 percent and obligations issued to the national service life insurance 
fund shall be at rates not less than 3 percent. However, unless the Congress 
removes the 4% percent interest ceiling on Treasury bonds, it will not be possible 
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to use rates in excess of 4% percent on the special obligations having maturities 
beyond 5 years. If the formula were now in effect, the interest rate on current 
special issue investments would be 4% percent. 

In view of the historic basis used for establishing rates of interest of 3% and 3 
percent on special obligations issued to these two funds, which takes into con- 
sideration the rates established by the Congress for fixing premiums and for use 
in other calculations in connection with such insurance, these present rates will 
be considered as a floor for the rates on such special obligations, to protect the 
funds against any subsequent drop in market yields below these rates. In 
consideration of this guarantee against such contingency, the rates based upon 
current market yields will be reduced by one-half of 1 percent. This formula will 

rovide a substantial improvement in rates for current investments in these two 
unds. If current market rates continue at levels in excess of 3 or 34 percent, the 
earnings of the funds will increase from year to year during a long future period. 

The transition to the new formula will be made gradually. The maturity 
distribution of the special obligations held in the funds will be rearranged in 
accordance with the needs of the funds and the principles of sound and equitable 
trust fund management. This objective will be accomplished by rearranging 
investments of the special issues presently held with securities having equal ma- 
turities, ranging over a period of from 1 to 15 years. This will result in an 
average maturity of about 7% years for investments in these funds, compared to 
an average maturity of about 20 years for bond investments held by American 
life insurance companies. 

At the end of each year beginning with the fiscal year 1960, the amount of 
special issues maturing will be refunded with new special issues so arranged as to 
maintain approximate equal maturities of the funds from 1 to 15 years. The 
new securities will carry rates of interest based upon the new formula, subject 
to a maximum of 4% percent for issues with maturities beyond 5 years, so long as 
the present interest rate ceiling is in effect. Current receipts not needed for cur- 
rent payments will be invested in special issues maturing on June 30 of each year. 
Whenever it is necessary to redeem securities to cover current benefit or other 
payments from the funds, this will be accomplished by redeeming obligations of 
earliest maturity beginning with those bearing the lowest rate of interest. 

In view of the changes that the Treasury proposes to make in the investment 
practices related to the veterans’ life insurance funds, it appears that the purposes 
sought to be accomplished by H.R. 9378 are not necessary. Accordingly, the 
Treasury Department recommends against its enactment. 

The Department has been advised by the Bureau of the Budget that there is 


no objection to the submission of this report to your committee, 


The Cuarrman. Thank you, Mr. Baird. 

Mr. Baird, you have with you Mr. William T. Heffelfinger, Fiscal 
Assistant Secretary. 

Are there any questions, members of the committee? 

Mr. Apatr. Mr. Baird, with respect to this 4%-percent limitation, 
would you give us a little more detail on how that will operate in the 
fund? I understand, and you have made clear here, that unless that 
limitation on bonds running more than 5 years is removed it will affect 
the operating of this formula. 

Mr. Barrp. It would put a ceiling on of 4% percent as the effective 
rate. Of course, actually because of that other discounting of one-half 
of 1 percent, as long as the current rate were no higher than 4% percent 
it would not be an effective ceiling under this formula. It is only if 
the average market yield on securities from 3 roe out is higher than 
4%, * singag that in this particular case it would operate as an effective 
ceiling. 

og Avatr. Then the income would just level off at 44%? 

Mr. Barrp. It would tend to. However, I may say we are very 
hopeful the Congress will see fit to remove the ceiling. 

r. Aparr. Some of us here are hopeful of that, too. 

Mr. Grores. On your side? 
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Mr. Aparr. Yes. Another question: lf this formula is put into 
effect it is quite obvious that this will increase the cost of managing, 
if that is the way to put it, the Federal indebtedness? 

Mr. Batrp. That is correct. We think it only fair and equitable in 
the management of trust funds to have them over a period of years 
reflect what the market rates are on governments. We don’t think it 
is reasonable to expect that to go into effect all at one time. The 
rationale back of that whole thing is this: that if the funds had been 
invested like insurance companies and most pension and funds of that 
sort were in the years in which they were accumulated, when the rates 
on very short obligations were very low back in the thirties and 
forties—they were under 1 percent, most of the time—the funds 
would now be invested in long-term securities. That has been the 
practice of insurance companies. These funds, if we had invested only 
in marketables at that time, would have been invested in long-term 
marketables, in which case the average rate would have been about 
234 percent. Now because rates have gone up you cannot, in fairness, 
say that the trust fund should have all the benefits of short-term rates 
when they did not take the yield on short-term rates when they were 
low. Therefore, just as insurance companies cannot shift all their 
investments to take advantage of the present rates, they have their 
securities locked up to an average term in their bonds of 20 years, 
therefore they have large market losses in these. So the only funds 
they can get the present rates on are new funds that come to them or 
where the old funds are maturing. 

That is what we are proposing to do here except that instead of tak- 
ing an average based on insurance companies which have an average 
maturity weighted way above half of 20 years because they have a lot 
of public utilities and other bonds with a fixed maturities way out, we 
are using maturities of from 1 to 15 years. We have not the precise 
figures for insurance companies, because they are hard to get, but we 
would guess that the average weighted maturity of the leading life 
insurance companies of this country in their present holding of bonds 
is probably something close to 15 years. 

he average weighted maturity in this case is seven and a half years 
because we are keeping equal installments up to 15 years. So the 
trust funds are getting much more favorable treatment than od 
could possibly get in insurance companies had they invested wit 
insurance companies or had we followed in purchasing marketable 
bonds, the investment practices of insurance companies. 

Mr. Aparr. And this formula, if put into operation, will add at 
present rates about $7 million per year 

Mr. Barrp. In the first year. 

Mr. Apamr. In the first year? 

Mr. Barro. And another seven the second, if rates remain the same. 

Mr. Aparr. Is that seven to both funds 

Mr. Barrp. That is the aggregate for both. 

Mr. Apair. Both the Government life and the national service 
life trust funds? 

Mr. Barrp. Yes. 

Mr. Aparr. I notice that you have recommended that this be 
accomplished administratively and the chairman has so recommended, 
and I certainly go along with that philosophy. I think that is the 
way it should be handled: I like this. However, Mr. Baird, if, with 
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the passage of time, it should become desirable or apparently necessary 
to make a change , the disposition of the Treasury would be to come in 
and discuss the matter with this committee again and keep us advised 
of any proposed change? 

Mr. Barro. I can speak for the present Secretary of the Treasury. 
I am sure he would want to show this committee the courtesy of 
coming in and explaining what he proposed to do as we are now. 
We cannot say what future Secretaries of the Treasury would do. 
Tradition plays a big part in this, as witness the fact that even though 
rates were very low, much lower than 344 and 3 percent which have 
been accruing to these funds, successive Secretaries of the Treasury 
going way back have kept in those rates because they were originally 
expressed as the rate that corresponded to the actuarial rate. 

here was some discussion—Mr. Heffelfinger, back in 1950, was it 
not, where Congress initiated the idea that the Treasury was paying 
too much by paying 3} and 3, and it was suggested in some quarters 
that the rates be reduced. The then Secretary of the Treasury 
resisted that and said we should keep the rates then in use. We are 
trying to fet some consistency in handling these $54 billion in trust 
funds, and I think if a pattern has been built in that is reasonable and 
does take account of changing conditions which we will see in the 
future, it is unlikely to be disturbed. 

Mr. Apatr. You think this formula is sufficiently flexible to adapt 
itself to changing conditions? 

Mr. Batrp. Yes. We think a 15-year period should take two, 
possibly three, business cycles in which you will have higher rates 
and lower rates at different times. By a slow moving average you 
average those things out. Over a very long period of years, and 
most of these trust funds will extend for a long period of years, the 
rate will tend to be the average rate on marketable securities of 3 
years and over. 

Mr. Aparr. And finally, this is then your recommendation? 

Mr. Barrp. Yes, sir. 

Mr. Avarr. Thank you, Mr. Baird. 

Mr. Haury. Mr. Chairman. 

The Cuarpman. Mr. Haley. 

Mr. Hatey. Mr. Baird, just for my own information how restric- 
tive is the law now as to how these funds can be invested? I mean, is 
it possible to go outside of certain fixed things to invest these? 

r. Barrp. The law provides that they may only be invested, I 
believe I am correct, Mr. Heffelfinger, in U.S. direct obligations or 
fully guaranteed obligations. 

Mr. Harry. When you say “fully guaranteed obligations,” it 
would have to be in Treasury bonds or could you go into State or 
municipal bonds? You could not do that? 

Mr. Barrp. No; we could not. Mr. Heffelfinger calls my attention 
to the fact that in the Government life insurance funds it is permis- 
sive to invest in Federal farm loan bank bonds. 

Mr. Hatey. So it is rather restrictive at the present time? 

Mr. Barrp. Yes. 

Mr. Thank you. 

The Cuarrman. Are there any other questions? 

Mr. Mitchell? 
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Mr. Mitcueuu. Mr. Baird, if this formula is good now why was it 
not put into effect a long time ago? 

r. Barrp. Because for a long period of years we had very low 
rates for Government bonds, from the middle twenties until the early 
fifties and during those years in these. funds the rate under any 
formula like this would have been considerably Jower than the rate 
which had been established by practice. 

Mr. MircuHety, Has that been true in recent years? 

Mr. Barrp. It was not until 1956 that the rates even approached 
this rate and it has only been in the last year, really, that the revision 
of a formula has been clearly indicated. 

Mr. MircHe.u. And of course the revision of the formula is en- 
tirely within the discretion of the Secretary, is that correct? 

r. Barrp. That is correct. 

Mr. Mrrcuetyi. Do you know why when the rates were increased 
that this was not done prior to this date? 

Mr. Barrp. The rates did not increase to a point where the average 
rate was above 3 and 3% percent until quite recently. 

ok Mircnett. What do you mean, Mr. Baird, by “quite re- 
cently’’? 

Mr. Barrp. The first time the rate would have been over the 3 
percent or 344 was in 1958. Then it fell back in early 1959 to where 
the average market rate would have been 2%. So there was one 
point for a brief period in 1958. And then quite recently now, a 
matter of months this formula—— 

Mr. Mircuety. During that same time what were we paying for 
short-term obligations? 

Mr. Barrp. Twenty months ago you were paying five-eighths of 1 
percent, at the low point, but you paid under 1% percent for quite a 

rotracted period during the recession of 1957-58 when the Federal 
Rusa System pumped a lot of extra reserves into the banking 
system as an antirecession measure. I might say this as to the 
philosophy of picking 3 years out and averaging all of those. When 
we were debating this thing with the Advisory Committee of the old 
age fund which is a very competent committee, with Arthur Burns 
as chairman of the subcommittee, Mr. Elliot Bell was on it, and the 
chief actuary of the Metropolitan Life Insurance Co. and others. 
When we were debating this with them they first suggested taking a 
certain portion of the old-age fund and keeping it in obligations of 1 
year a then taking the rest of it and averaging on out for a longer 

eriod. 
. We thought for simplicity in management—it was hard for us to 
guess how much of the funds should be in that special 1 year classi- 

cation—we thought it was better to weight in the effect of the 
short-term rate by taking from 3 years out and having one formula 
rather than two. 

Mr. Mircue.u. This is a recommendation and you are saying this 
is what you are going to do, Mr. Baird? When do you intend to 
actually put this Louie into operation? 

Mr. Barrp. We are prepared to do it any time and probably would 
have done it in this fund in the last 30 days as we had done earlier 
in these other two funds. We have been reviewing these funds in 
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order. We have been discussing with the railroad retirement people 
a formula similar to this one. But when your committee was con- 
sidering this matter we deferred the rearrangement of those maturities 
until we had an opportunity to present this matter to you. 

Mr. Mitcue.ti. Howsoon do you intend to implement this formula? 

Mr. Barrp. We said here we are prepared to place the formula 
that has been approved into effect any time. We can do it within 
30 days. 

Mr. MircHe.t. Is that what you intend to do, within 30 days? 

Mr. Batrp. We use the word “immediately.” 

Mr. Mitcuety. Well, I have asked you 

Mr. Barrp. Yes, sir. We will put it in effect at once. 

The Cuarrman. Are there any other questions? 

Mr. Flynn? 

Mr. Baird, would you care to address yourself to what would happen 
if we — this legislation? Could it work out to be detrimental to 
the fund? 

Mr. Barrp. Any legislation that tied the formula and put the whole 
fund in what the current market rate is will cause tremendous gyra- 
tions in this fund. 

The CHarrMan. Has not legislation of this kind worked out to the 
disadvantage of at least one of the funds? 

Mr. Barrp. Well, in 1957 at the insistence of the old age trustees 
and their Advisory Committee the Treasury made a revision of the 
formula which the Old Age Advisory Committee thought would be to 
their advantage. They were trying to guess what rates would do. 
The fact was it worked to their pa. me ra 

Mr. Heffelfinger, corrects me. That was done by Congress, by 
legislation, in the case of the old age assistance. The formula that 
Congress elected at that time has in the ensuing years actually oper- 
ated to reduce the rate of interest where it was their intent to 
increase it. 

In other words, when any of us try to sit down and guess what 
interest rates will be next year, the year after, or 10 years from now, 
we are in an impossible guessing game. We are not smart enough 
to do it and we doubt if the Congress is. So we think a formula that 
takes care of a moving average is the correct way to do it. 

The civil service retirement fund was affected in the same way by 
that statutory action in 1957. 

The Cuarrman. Thank you, Mr. Baird. 

Mr. Heffelfinger, do you have anything to add to what Mr. Baird 
has said? 

Mr. Herreirincer. No, sir. 

The CuatrmMan. Thank you very much. 

ae appreciate the time you have taken in coming up to consult 
with us. 

Mr. Barrp. We are very happy to have had the opportunity to 
express this philosophy and are interested in knowing what your de- 
cision will be. 

The CuarrMan. Thank you, Mr. Baird, you will get an answer 
before noon. | 

Mr. Daley, are you going to tell us anything different from what 
Mr. Baird has told us? 
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STATEMENT OF TIMOTHY F. DALEY, ASSOCIATE GENERAL COUN. 
SEL FOR LEGISLATIVE SERVICE; DONALD C. KNAPP, DIRECTOR, 
LEGISLATIVE PROJECTS SERVICE, ACCOMPANIED BY A. #. 
MONK, ASSISTANT DEPUTY ADMINISTRATOR; WILLIAM H&, 
POISSANT, CHIEF ACTUARY, DEPARTMENT OF INSURANCE, 
AND O. L. CLAY, INSURANCE COUNSEL, DEPARTMENT OF 
INSURANCE. 


“ey: Dauey. I have a statement prepared. I would be glad to 
read it. 

The Cuarrman. We will be happy to hear it. 

Mr. Dauey. Under date of Janu 29, 1960, the Administrator 
submitted his report on this bill to the committee and it is under- 
stood that it has been made a part of the record of this hearing, 
Among other things, the report comments on certain technical as- 
pects and includes pertinent cost data. 

H.R. 9378 proposes two major changes regarding investment of 
the national service life insurance and U.S. Government life insurance 
trust funds. First, it would transfer from the Secretary of the Treasury 
to the Administrator of Veterans’ Affairs the authority to invest and 
reinvest these insurance trust funds in certain specified interest-bear- 
ing obligations. 

Second, the bill would require that such obligations bear annual 
interest from the date of acquisition at the higher of the following 
rates: (A) 3 percent on national service life insurance and 3% percent 
on U.S. Government life insurance, or (B) the rate of interest borne 
by interest-bearing obligations of the United States most recently 
issued before such acquisition which form a part of the public debt 
and which had, as of the date of their issue, a comparable maturity. 

Since the establishment of the insurance trust funds the Secretary 
of the Treasury, as the fiscal officer of the Government has been vested 
by law with the responsibility of investing the funds. We doubt 
whether there is any necessity for transferring this responsibility to 
the Administrator or that any advantage would be gained by such a 
duplication of the investment functions of the Treasury. 

he members of the committee no doubt have at hand Committee 
Print No. 155 which sets forth a letter on this subject, dated January 
14, 1960, from the Administrator to the chairman. 

The letter outlines the history of the investment policy regarding 

the two insurance trust funds and the factors considered in arriving 


at the fixed interest rates of 3} percent and 3 percent on the security 


holdings in each fund. 

It is significant to note from the tables enclosed with the letter 
that the funds have received around $700 million more by the appli- 
cation of fixed interest rates than would have been received on the 
basis of the average market yield each year. 

Our own actuaries as well as an advisory committee, composed of 
top actuaries from major private insurance companies, have given 
thoughtful consideration to the matter of investment of the trust 
funds. At its meeting last November the advisory committee sug- 
pases that the Veterans’ Administration attempt to secure a more 
avorable and realistic rate of return. 

Since then our representatives have been working on various pro- 
posals and conferrmg with other interested agencies to arrive at 
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the best course of action. This morning the Under Secretary of. 
Treasury for cramps Base and his associates have presented to 
the committee an explanation of a new formula for the investment 
of the insurance trust funds. 

The hearing record contains the details and fiscal effects of the 
formula and they will not be repeated here. The Treasury formula, 
in & ae of the equities, gives the funds a guaranteed interest 
floor and at the same time allows them to participate in higher rates 
of interest. The Veterans’ Administration actively participated with 
pou of the Treasury Department in the development of the 
formula. 

In view of the substantial interest subsidies received by the trust 
funds in past years and the desirability of maintaining a guaranteed 
rate of income, it is believed that the Treasury approach is fair and 
equitable. The Veterans’ Administration has given careful consid- 
eration to all factors involved and has concluded that the Treasury 
formula should be followed im lieu of the legislative proposal con- 
tained in H.R. 9378. 

The Cuarrman. Thank you. 

Are there any questions? 

Mr. Corcoran, will you give your full name and title. 

Mr. Corcoran. Mr. Olson, will you introduce me? 

Mr. Otson. I am C. H. Olson, assistant legislative director of the 
American Legion. John J. Corcoran, the director of our rehabilita- 
tion program, succeeded Mr. Kraabel. The insurance matter falls 
within the jurisdiction of his commission and he will speak for the 
American Legion. 


STATEMENT OF JOHN J. CORCORAN, DIRECTOR NATIONAL RE- 
HABILITATION COMMISSION, ACCOMPANIED BY CLARENCE 
H. OLSON, ASSISTANT DIRECTOR, NATIONAL LEGISLATIVE 
COMMISSION AND MILO J. WARNER (TOLEDO, OHIO) PAST 
NATIONAL COMMANDER, AND CURRENTLY CHAIRMAN OF THE 
INSURANCE ADVISORY COMMITTEE BOARD 


Mr. Corcoran. Mr. Chairman, we are submitting a written state- 
ment which with the chairman’s permission we will not read. I 
would like to take this opportunity to summarize what we have said 
here in the following one or two paragraphs. 

First of all, we of the American Legion are very pleased that this 
subject has been reopened by the introduction of the chairman’s 
bill and we think that the two points that are an essential part of 
the chairman’s bill are supported by the American Legion, namely 
that there should be some floor to assure the actuarial soundness of 
the fund. There should be some means of assuring that the funds 
we are discussing are actuarially sound. This we approve of. 

Secondly, there is inherent in the chairman’s bill the concept 
that every investor should receive a fair return on his investment 
and of course we of the American Legion subscribe to this principle. 

In answer to a question Mr. Adair asked the preceding witness we 
do support the formula suggested. We support it, again, because 
we think there should be the 3- and 3}4-percent floor. And we are 
certainly willing to accept the one-half percent cushion. Perhaps 
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not for a reason as obvious and not a reason advanced by the preceding 
witnesses. We are supporting the one-half percent cushion in an 
effort to be prepared to defend the criticism that came up in 1950 
when it was complained that the Government was subsidizing these 
funds through this interest subsidy. So we feel by giving the Secre- 
tary of the Treasury the half percent cushion now it is fair to the 
public and to the veterans and will help us defend against this criticism 
of subsidy should in the future the interest rates go below the floor. 

The Cuarrman: Are there any questions by members of the 
committee? 

Thank you, John. I think you might want to introduce your 
chairman of your insurance advisory committee. 

Mr. Corcoran: I would like to introduce Mr. Milo J. Warner, 
chairman of the insurance advisory board. 

The CuHatrman. Thank you, Mr. Corcoran. Your statement 
will be made part of the record. 


(The statement referred to is as follows:) 


SraTEMENT oF JoHN J. Corcoran, Director, THE AMERICAN LeGion Nationa. 
REHABILITATION CoMMISSION, ON H.R. 9378 


Mr. Chairman and members of the committee, we appreciate this opportunity 
to express the views of the American Legion on current proposals to modify the 
Pravedure for investing the national service life insurance trust fund and the 

8. Government life insurance trust fund. 

We are pleased that the chairman has seen fit to reopen this subject by the 
introduction of the bill, H.R. 9378. This measure would amend sections 720 and 
755 of title 38, United States Code, so as to provide for the investment of both the 
national service life insurance fund and the U.S. Government life insurance 
fund in obligations bearing current rates of interest, subject toa floor of 3 ioe 

r a for the NSLI trust fund and 3% percent per annum for the USGLI trust 
und. 

The existing section 720(b) authorizes the Secretary of the Treasury to invest 
and reinvest the NSLI Fund, or any part thereof, in interest-bearing obligations of 
the United States or in obligations guaranteed as to principal and interest by the 
United States, and to sell such obligations for the purposes of the fund. nder 
section 755(b), the Secretary of the Treasury is authorized to invest and reinvest 
the USGLI fund, or any part thereof, in interest-bearing obligations of the 
United States, or bonds of the Federal farm-loan banks, mt to sell such obliga- 
tions and bonds for the purposes of the fund. 

The rate of interest at which the respective funds are to be invested is left 
to the discretion of the Secretary of the Treasury. 

Early in 1941, the Secretary, with the approval of the President, determined 
to have the investments of the NSLI fund in special series of Treasury obligations 
and bear interest at the rate of 3 percent. This rate was selected on the basis of 
the fact that the National Service Life Insurance Act requires that the premium 
rates for such insurance shall be the net rates based upon the American Experience 
Table of Mortality and interest at the rate of 3 percent per annum. In 1944, the 
President approved a recommendation of the Secretary that the special obligations 
issued to the USGLI fund bear interest at the rate of 34% percent inasmuch as the 
controlling law specifies that the basis of the calculation of the reserves and all 
other values under the USGLI policies shall be the American Experience Table of 
Mortality and interest at 3% percent. 

Thus, since the years 1941 and 1944 respectively, these funds have been invested 
at 3 percent for the NSLI program and 3% percent for the USGLI program. 
Currently, the NSLI fund is entirely invested in 5-year special 3-percent Treasury 
notes. he special obligations issued to the USGLI fund are in the form of 
l-year, 3%-percent certificates of indebtedness. 

It will be remembered that during the years when the market rates of interest 
were less than 3 percent, there was considerable criticism from certain circles 
that these fixed rates resulted in an unwarranted “subsidy” of the veterans’ 
insurance trust funds by the taxpayers as a whole. In the period since the 
average rates of interest have been higher than 3 and 3% percent, we note that 
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these same voices have not come forward to complain that the trust funds are 
now “subsidizing” the public. 

In effect, the chairman’s bill, H.R. 9378, makes two important points which 
we are glad to endorse. First, by reason of its nature, any insurance trust fund 
must be administered in such manner as will guarantee its actuarial soundness. 
Secondly, publie policy upholds the underlying concept of H.R. 9378; that the 
individuals concerned are entitled to a fair return on their investment. 

We are particularly pleased that the bill would give statutory sanction to the 
floor of 3 and 3% percent, respectively, for the interest rates applicable to invest- 
ments of the NSLI and USGLI trust funds. The American Legion supports the 
judgment of the Treasury Department that Congress did not intend that the 
rates of interest for investment purposes should be less than the rates specified 
in the respective provisions of law for determining premium costs and for other 

rposes. 

a ON it is our understanding that the Veterans’ Administration deems these 
rates of interest to be the safe minimums requisite to securing the actuarial sound- 
ness of the respective trust funds. 

It is the American Legion’s longstanding policy to support programs and pro- 
cedures which will maintain the integrity of the NSLI and UsG I trust funds, 
and to oppose measures which may tend to jeopardize the integrity of such funds. 

To insure compliance with this policy and in order that the organization’s 
position with respect to the NSLI and USGLI programs will be in accord with 
sound insuranee practices, all proposals for change in these programs are normally 
referred for consideration and recommendation to the American Legion Insurance 
Advisory Board. The wisdom of this practice has been demonstrated time and 
again inasmuch as the board is comprised of individuals who are experts in 
insurance matters. 

We regret that our insurance advisory board has not had opportunity to 
consider the proposals under discussion here today. The board’s annual meeting 
will not be held until the 27th and 28th of this month. 

We have, however, consulted with Mr. Milo J. Warner, chairman of the insur- 
ance advisory board, and with Mr. Robert M. McCurdy, chairman of the national 
rehabilitation commission. Mr. Warner, a past national commander of the 
American Legion, is accompanying me today. 

Specifically, we have discussed the provisions of H.R. 9378 and the ——- 
of the Treasury Department, recently reported in the appendix of the Congres- 
sional Record and advanced by representatives of the Secretary of the Treasury 
in their appearance before this committee earlier today. 

In our opinion, the Treasury proposal has considerable merit. In essence, it 
would retain the historic interest rates of 2 percent for NSLI fund investments 
and 3% percent for USGLI fund investments as a floor, but provide for reinvest- 
ment of such funds at interest rates approaching current market yields. 

Under the recommended formula, as we understand it, the special obligations 
issued to the funds would bear interest at a rate of one-half of 1 percent lower than 
a rate equal to the average market yield (computed as of the end of the calendar 
month next pee the date of issue and adjusted to the nearest multiple of 
one-eighth of 1 percent) borne by all marketable interest-bearing obligations of 
the United States then forming a part of the public debt that are not due or call- 
able until after the expiration of 3 years from the end of such calendar month; 
provided that the special obligations issued to the USGLI fund shall be at rates 
not less than 3% percent and the obligations issued to the NSLI fund shall be at 
rates not less than 3 percent. 

The reduction of one-half of 1 percent below the current average interest rate 
would be in consideration of the guaranteed floor of 3 and 3! percent for the 
respective funds. 

e believe the principles inherent in this plan are fair to both the public and the 
veterans concerned. e are satisfied it would be acceptable to the individual 
NSLI and USGLI policyholders. Certainly, it should serve to help curb further 
criticisms should the average market rates of interest subsequently, fall below 
3% or 3 percent. 

The Treasury Department’s plan for conversion to the recommended formula 
appears to be well reasoned and in keeping with Veterans’ Administration re- 
quirements relative to operacion of the iusurance program, 

On behalf of the American Legion, we respectfully urge the committee’s careful 
consideration of the proposal to reinvest the veterans’ insurance trust funds at a 
rate of interest one-half of 1 percent less than the current average market yields. 


ing a 
an 
150 
, 
Te- 
the 
sm 
the 
a 
er 
AL 
he 
he 
he 
e 
: 


806 INVESTMENT OF INSURANCE FUNDS 


subject to a minimum rate of 3 percent for the NSLI fund and 3} percent for the 
USGLI fund. 


Thank you for your interest in and attention to the views of the American Legion, 


The CuarrMaNn. We will hear next from Mr. John R. Holden, na- 
tional legislative director of AMVETS. __ 

Mr. Holden, we are ha Pye have you here. 

Will you please r. Holden. 


STATEMENT OF JOHN R. HOLDEN, LEGISLATIVE DIRECTOR, 
AMVETS 


Mr. Houpgen. Mr. Chairman and members of the committee, we 
appreciate this opportunity to present the views of AMVETS on the 
legislation now pending before this committee. AMVETS have fol- 
lowed with great interest the discussions relating to the study con- 
ducted by the chairman of this committee of the interest yield result- 
ing from the investment of the veterans life insurance trust funds. 

e do not profess to be experts in matters of high fiscal policy. We 
have, however, arrived at two inescapable and rather obvious con- 
clusions. First, the life insurance trust funds should be invested in a 
manner that assures a fair and competitive return. Secondly, these 
funds are not yielding returns commensurate with today’s market. 

It has been pointed out that the national service life insurance trust 
fund, in excess of $544 billion, has been invested in special issues of the 
Treasury, with 5-year maturity periods bearing 3-percent interest. 
The U.S. Government life insurance trust fund exceeding $1 billion 
has been invested in Treasury special issues of 1-year‘maturity at 3} 
percent. Meanwhile, the Treasury during 1959 offered securities for 
sale at considerably higher interest rates. In May, July, and October 
1959, short term issues with yields of 4, 4%, and 5 percent respectively 
were offered. 

Now, it is extremely difficult for us to see the logic that permits the 
Secretary of the Treasury to buy Government securities at a low rate 
of interest in one transaction, and then in the next breath, offer other 
Government securities for sale at a higher rate of interest. 

In the field of veterans housing, we have continually been plagued 
by an ever spiralling rate of interest on GI home loans. In a few 
years, the rate has increased from 4 percent to 54 percent. Even now, 
there are indications that the current rate of 5% percent is not sufficient 
to attract more than a trickle of the mortgage capital necessary to 
satisfy the needs of home buying veterans. et, moneys held in trust 
for this same group that can’t borrow money at 5% percent are being 
invested at 3 and 334 percent. This situation may be compared to 
that of the man who borrows money at 54 percent so that he may open 
a@ savings account yielding 3 percent. 

We of AMVETS have studied the provisions of H.R. 9378, a meas- 
ure designed to make changes in the procedure for investing the veter- 
ans life insurance trust funds. We have also reviewed the change in 

rocedures outlined in the January 13 minutes of the meeting of the 
asury Department’s Committee on Investment Policy. 

Both of these documents suggest a complex formula for investing 
the trust funds. Inasmuch as the Secretary of the Treasury has the 
authority to invest the trust in securities bearing a higher yield, and 
the Treasury Department has expressed a willingness to do so, legisla- 
tion establishing a formula may not be necessary. 
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The objectives of the pending measure may best be attained if this 
committee can receive assurances that a new formula has been estab- 
lished by the trustee of the fund that assures policyholders a fair and 
competitive return on their investment. 

In conclusion, Mr. Chairman, we of AMVETS wish to commend 
you and the members of your committee for your continued interest 
in promoting the welfare of the Nation’s veterans. 

The CuairMAN. At this point a letter and resolution submitted by 
the Jewish War Veterans will be inserted. 


Jewish Wark VETERANS OF THE 
Unirep States oF AMERICA, 
Washington, D.C., February 2, 1960. 
Hon. E. Teacus 
Chairman, Veterans’ Affairs Committee 
House Office Building, Washington, DL. 

Dear Mr. CaHatrMan: Since it has not been possible for me to adjust my 
schedule in order to testify at your hearings in favor of H.R. 9378, I shall appre- 
ciate your putting in the hearings’ record, the enclosed resolutions which coincide, 
to a considerable degree, with the intent of your bill. 

With all good wishes, 

Cordially, 
BERNARD WEITZER, 
National Legislative Director. 


EmPowER INVESTMENT oF VA INSURANCE FuNDs IN VA-GUARANTEED MORTGAGES 


Whereas there has been and continues to be discrimination against the purchase 
of mortgage bankers and other lenders of VA-guaranteed mortgage loans; and 

Whereas this discrimination has been manifested in some areas by forcing the 
sale of such VA-guaranteed mortgages at discounts ranging up to more than 10 
percent; and 

Whereas the purported reason for this situation is a shortage of funds available 
for mortgage loans, generally; and 

Whereas the recent increase in interest rates on VA-guaranteed mortgage loans 
to 5% percent will not of a certainty produce a sufficient flow of funds to overcome 
this purported shortage; and 

hereas private life insurance companies in the aggregate invest approximately 
one-third of their investment funds in real estate mortgages of all types including 
VA-guaranteed mortgages ; and 
hereas the U.S. Government insurance and the national service life insurance 

held more than $6% billion on December 31, 1955, a small proportion of which 
would help, greatly, to increase the market for VA guaranteed mortgages: Now, 
therefore, be it 

Resolved by the Jewish War Veterans of the United States of America in 64th 
Annual National Convention assembled 1n New York City, August 5 to 9, 1959, 
That the Veterans’ Administration be directed to purchase as they may be avail- 
able, VA-guaranteed mortgages to the extent of one-third of the investable funds 
of U.S. Government life insurance and national service life insurance which are 
presently invested, exclusively, in U.S. Government obligations. 


VA Guarnanteep MortTaaces 


Whereas it has become increasingly difficult, for veterans to purchase homes 
through the medium of a mortgage guaranteed under the GI bill of rights because 
of severe credit restrictions and the VA guaranteed program gives signs of falling 
into almost complete disuse for World War II veterans long before the expiration 
date of the program on July 25, 1960, and ; 

Whereas veterans with limited funds have been compelled, through the discount 
mechanism, to pay, in some cases more interest on mortgages than is provided for 
in the VA guaranteed mortgage program: Now, therefore, be it 

Resolved by the Jewish War Veterans of the United States of America in 64th 
Annual National Convention assembled in New York City, August 5 to 9, 1959, 
That: (a) Congress be requested to pass legislation providing for the use of one- 
third of the reserve funds in the national service life insurance reserves and the 
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U.S. Government life reserves for the direct purchase of VA guaranteed mortgages 
at the 5% percent interest rate and on the payment terms now provided, 

(b) This legislation direct the VA to proceed with an aggressive program of 
making such direct GI loans to veterans wherever there is a shortage of convep. 
tional mortgage funds. 

(c) The expiration date for VA guaranteed mortgage program be extended to 
July 25, 1961. 

(d) The Congress of the United States appropriate, for the purpose of diregt 
loans on VA guaranteed mortgages, in areas which have previously been declared 
eligible under the VA regulations, $100 million additional, for such loans for the 
fiscal year 1960. 


The CuarrMan. I might say this bill was introduced in an effort 
to stimulate activity. ether that had any effect I do not know 
but we are very pleased with the action taken. I had no intention of 
trying to pass the bill. I did think it would help to get things going, 
This action has been of service to our veterans’ insurance funds. 

Are there any questions? 

The committee will now go into executive session. 


UnpER SECRETARY OF THE TREASURY, 
Washington, February 2, 1960. 
Hon. Ourn E. TEAGUE, 
Chairman, Committee on Veterans’ Affairs, 
House of Representatives, Washington, D.C. 


My Dear Mr. Cuarrman: During my appearance this morning before the 
Committee on Veterans’ Affairs, I outlined the views of the Treasury on H.R. 
9378, a bill to amend sections 720 and 755 of title 38, United States Code, so as to 
make certain changes in the interest rates for investments of the national service 
life insurance fund and the U.S. Government life insurance fund. I also outlined 
the plan proposed by the Treasury for the adoption of a formula based upon cur- 
rent market yields of outstanding Treasury securities for determining interest 
rates on special Treasury obligations issued to these funds. 

I have been advised by Mr. Patterson, counsel, that the committee has decided 
not to recommend any action with respect to H.R. 9378 in reliance upon my assur- 
ance that the Treasury is prepared to proceed immediately to adopt the arrange- 
ments outline in my report. These arrangements can be made effective by the 
Treasury under the existing provisions of law which place full responsibility in 
the Secretary of the Treasury for the investment of the funds. 

This will confirm that we have today taken steps to replace the special 3%- 

recent obligations held in the Government life insurance fund in the amount of 
31 ,097,235,000, as of January 31, 1960, and the special 3-percent obligations held 
in the national service life insurance fund in the amount of $5,685,548,000 as of 
that date, with new obligations bearing the same rates of interest and maturing 
in 15 equal annual installments over the period from June 30, 1960, to June 30, 
1974. Any new investments made for account of these funds between February 
1 and June 30, 1960, will be made at rates arrived at under the new formula and, 
on June 30, 1960, the securities maturing on that date, including interest payable 
to the fund on that date, will be reinvested on the basis of the rate produced by 
the new formula at that time. 

Very truly yours, 
Juuran B. Barrp, Under Secretary. 


(Whereupon, at 10:50 a.m., the committee proceeded to other 
business.) 
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